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REVIEWS 



FETTER'S ECONOMIC PRINCIPLES 1 

This is the first of two volumes. In it Professor Fetter sets 
forth the essentials of an economic theory. " The facts, 
theories, and public policies relating to money, banking, 
international trade, labor organization, the trust problem, 
taxation, insurance, etc." have been reserved for discussion 
in a second volume. 

In his Principles of Economics, published in 1904, Professor 
Fetter undertook to incorporate what he conceived to be the 
significant results of much critical discussion since 1870 and 
" to modernize economics." In his own language, " the pres- 
ent text . . . seeks to carry forward to their logical con- 
clusion the ideas of that part of the earlier book which dealt 
with the fundamentals in the theory of distribution " (p. vii). 
Comparison of the new book with the older shows a consider- 
able reorganization of the materials over and above the 
reservation of practical problems for discussion in a later 
volume: much amplification of the earlier presentation, the 
employment of a number of new terms in addition to those 
earlier introduced, a new tho not essentially different treat- 
ment of enterprise and profits, a fuller statement of the capi- 
talization theory of interest, a separation of the dynamic 
from the static theory, and a discarding of the old for the 
modern volitional psychology. This new statement of the 
author's economic theory must be regarded as the strongest 
challenge yet issued to the more conservative economists 
who have been content with an eclectic interpretation of 
economic affairs. 

In the first five parts of the book Professor Fetter deals 
with "the personal, acquisitive, aspects of value "; in Part 

i Economics, vol. i: Economic Principles. By Frank A. Fetter. New York, The 
Century Company, 1915. Pp. x, 523. 
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VI, with the social welfare aspects of the dynamic changes in 
economic society. In more detail, in his static treatment he 
deals with " values " and their commercial and price aspects, 
discussing in turn the " Elements of Value and Price " (Part 
I), " Usance and Rent " of goods (Part II), " Valuable 
Human Services, and Wages " (Part III), " Time-Value and 
Interest " (Part IV), and " Enterprise and Profit " (Part V). 
The dynamic changes dealt with in Part VI relate to popula- 
tion, decreasing and increasing returns, material resources, 
machinery, waste and luxury, and saving. 

It is, then, with value and price that the greater part 
of Economic Principles has to do. The matter unfolds in 
a straightforward manner. The " quality of importance 
which things have when they are the subjects of choice is 
value " (p. 19). Things have importance because of the 
"psychic income " which may flow directly or indirectly 
from them; and because of the law of "diminishing gratifica- 
tion " the degree of importance depends, other things given, 
upon scarcity. Consumption goods yield " psychic income " 
directly, other goods indirectly. The latter are consumption 
goods in the making, technically one or more steps removed. 
To give value to things they are manipulated with respect to 
stuff, form, place, and time. Price (" the good given by a 
buyer in a trade ") whether money or something else (p. 45), 
proceeds from the valuations made or held by those who 
bargain. Because of the desired " psychic income," goods 
may be bought outright at a price, or, in the case of " dura- 
tive " goods, their possession and use alone may be purchased 
for a period of time, possession to be restored to the owner 
according to the terms of the rent-contract. If purchased 
outright, the " usance " is secured thenceforth with only the 
expense of up-keep and the like. If the use or " usance " is 
purchased for a period of time, the price paid is rent, be the 
use-bearer land, a house, a costume, or any other piece of 
property. In other words, " rent " is " the price paid for the 
temporary possession and use of a more or less durative agent 
which is to be returned to the owner at the end of the specified 
period " (p. 155). This price usually includes an excess over 
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true rent — the " price of the true usance " — " to cover 
repairs, wear and tear, services of the owner in preparing 
and taking care of the use-bearer, collecting the rent, etc." 
(p. 156). To be placed over against objective goods or 
wealth are human beings who contribute economic services. 
They contribute directly or indirectly to psychic income 
and their labor is valued accordingly. Wages are affected 
by the conditions for efficient labor, difficulty in prepara- 
tion, risk, etc., and in reckoning them due allowance must 
be made for other things of importance in connection with 
the laborer's " psychic income." 

In this unfolding of values, interest next appears. Time 
enters and must be allowed for in valuation. While not 
universal, an over-balancing time-preference does exist for 
the present because of instinct, moral weakness, bad perspec- 
tive, hope for the future, risk connected with goods, and risk 
connected with life itself. This time-preference pervades the 
entire economy. It finds expression in the repair and use of 
goods and in the choice of technical processes, as well as in 
market relations. It enters into the valuation of the uses of 
"durative" direct goods, say dwellings and pianos, as well as 
of the uses of durative indirect goods. The round-about tech- 
nical processes are not a cause of time-preference; "mere 
technical indirectness per se has nothing to do with time- 
value " (p. 258). All things of the future have values dis- 
counted according to the rate of time-preference. As a result 
of capitalization of incomes (employed in an inclusive way) 
we have " capital." " Capital is any right to prospective 
income that can be capitalized." " It is an expression of a 
person's business power in terms of money, being the esti- 
mated price (with reference to market conditions) of the 
person's rights to income " (p. 267). It includes houses, 
furniture, and personal belongings yielding only personal 
enjoyment, and even credits. Time-price antedates the 
making of loans, which are only one form of capital. In 
connection with loans we have interest, which is due to time- 
preference. It " is the amount paid and received according 
to a contract for credit in terms of money " (pp. 301-302). 



562 QUARTERLY JOURNAL OF ECONOMICS 

Like rent, interest includes an excess over the net rate to 
cover such things as risk, the trouble involved in making and 
supervising loans, etc. 

The values of economic goods, whether used directly or 
indirectly, whether " consumptive " or " durative," whether 
bought and sold or used without exchange, unfold in this way. 
All trace back to " psychic income " as the ultimate fact in 
this static treatment; and where the time element enters into 
the situation, it must be allowed for because of time-prefer- 
ence. " Rent " is defined in the language of the ordinary 
man and so is " interest." Jointly they do not cover the 
incomes from property, the one income from natural re- 
sources, the other income from produced wealth. They arise 
in different connections and lie in different planes of thought. 
The term " capital " is employed in a very inclusive way. It 
is an investment concept. 

Profits remain to be defined and explained. They are non- 
contractual in character, and in a broad way include all that 
remains to him who is in control after all bills resulting from 
contracts have been paid (p. 343). Less broadly they include 
what is left after bills contracted have been paid and other 
items capable of being estimated have been allowed for. 
"Pure profit" is an "investment profit" (p. 344). It is illus- 
trated in the case of a corporation: " out of gross receipts 
must be paid all rents, interest, maintenance and depreciation 
of plant, price of materials, wages, salaries of managers and 
officers, fees of directors, etc.; the residue is the amount 
which may be paid as dividends to stockholders (or added to 
surplus) without impairing the capital investment " (p. 345). 
This investment profit has a dual character or contains two 
elements — one corresponding to the rate of interest on the 
safest loans (say 4 per cent), the other (it may be negative) 
the gain " attributable to the exercise of pure-investment 
function, that is, pure investment profit" (pp. 345-346). The 
investment function carries with it chance gains and losses 
and involves the assumption of risk. Profits arise, also, in 
connection with changes in transportation and in land-values, 
honest and dishonest speculation, monopoly-control, etc. 
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It is unnecessary to say anything concerning the several 
chapters in Part VI relating to changes in economic society, 
further than that they give the reader an excellent discussion 
of the various subjects to which they relate. 

Thus far the reviewer has attempted to present in summary 
form the essentials of Professor Fetter's theory as set forth in 
this volume, and, more particularly, the parts in which points 
in controversy are involved. The volume contains a wealth of 
diagrams and illustrative detail. In so far as mere detail is 
concerned, the discussions in many of the chapters excel those 
to be found elsewhere. There are, however, a few instances 
where exception might be taken. Thus, in the discussion of 
the values of stocks of goods, after the marginal principle has 
been explained, the reader is told that the " total value of the 
stock " is " the product of the value per unit by the number 
of units " (pp. 39-40). In a footnote (p. 39) it is stated that 
this is true only when it is possible to " choose among the 
units and to apply them to various uses in such proportions as 
one will," and that " if another person controls the whole 
stock and compels us to choose ' all or none ' we may be 
forced to value the whole stock according to our more intense 
desires." Using the term " utility " in the more usual way, 
and not in Professor Fetter's, why, it may be asked, should 
not the valuation be based upon the total utility of the stock ? 
In Chapter 8 there is no discussion of price where the mon- 
opoly controls the market for what it buys; but in view of the 
statement that " it is in the sale of the products of a business 
that the most important problems of monopoly are found," 
perhaps the author is of the opinion that it would not be worth 
while. This opinion the reviewer does not share. Again, the 
author seems not to employ the expression "direct use" con- 
sistently (compare pp. 30, 91, 113, and 114). The book, how- 
ever, offers few opportunities for "picking flaws" of this kind. 

Coming to really important matters, a number of questions 
arise in connection with Professor Fetter's use of terms, his 
denial of the propriety of the old distinction between natural 
resources and capital, his theory of interest, his treatment of 
costs, and the division of the discussion of the principles into 
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statics and dynamics. What of his attempt " to modernize 
economics " in these respects ? Any expression of views in 
this connection must be brief. 

The reviewer prefers to speak of valuations where Professor 
Fetter employs the word " value." The author's use of the 
word " utility " as the correlative of " welfare," and the sub- 
stitution of the word " gratification " for the word " utility " 
as commonly employed by economists, seem desirable. In the 
opinion of the reviewer, the terms " wages," " interest," 
" rent," and " profits," on the other hand, should be used in 
the way they have been employed by those who believe in 
" a modernized Mill." We wish to explain how what is pro- 
duced is shared among those who own property and those 
(perhaps the same persons) who actively engage in its produc- 
tion. In doing so it would be confusing to use the term 
" profits " so as to include the first of the two elements noted 
above. The use of the other terms mentioned, wages ex- 
cepted, should turn largely on the decision as to whether a 
distinction should be made between natural resources and 
capital. Professor Fetter in his discussion of the deteriora- 
tion and renewal of lands in use and of the additions to the 
economic supply, has made as strong a case as can be made 
against the old distinction. Yet, in view of the situation as 
regards urban sites, sources of power, mineral sites, and even 
agricultural lands, the reviewer is of the opinion that merely 
because of the difference in the degree of control over the 
economic supplies, the distinction between natural resources 
and other wealth should be retained. It is important to do 
so to explain facts as they are, and to secure a basis for invest- 
ments and for public policy involved in legislation relating to 
ownership, taxation, etc. If this is true, the definition and 
treatment of rent should take the form of a modernized 
Ricardian doctrine. In explaining the fact of time-preference, 
the reviewer would side with writers such as Seager and 
Brown who have argued the case with Fetter and Fisher. 
Physical productivity must be given an important place in 
explaining interest. As regards its form, interest is at times a 
matter of a loan rate, at other times a matter of a quasi-rent. 
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Professor Fetter's treatment of money costs in relation to 
prices is that made familiar to all by the Austrian economists. 
It is essentially sound. But the question may be raised 
whether the relation between sacrifice costs and scarcity has 
been adequately discussed as touched upon in various parts of 
this volume and more particularly in Part VI. 

The question may also be raised whether Professor Fetter's 
division of his principles into statics and dynamics, and the 
postponement to Part VI of the discussion of most that per- 
tains to economics and social welfare, will prove helpful. In 
his teaching experience, the reviewer has found it most 
satisfactory to introduce most of the topics discussed in Part 
VI early in a general course in connection with consumption 
and welfare and the problem of production. 

The opinions above expressed are explained of course by 
the fact that as a student of economics and primarily of things 
other than value, price and distribution, the reviewer, fortu- 
nately or unfortunately, has become convinced of the sub- 
stantial truth and value of what Professor Fetter would say 
is to be found in " a modernized Mill." 

Finally, all questions of organization, terms, and correct- 
ness of theory aside, a word may be said with reference to 
this book as a text for college classes. It is well written, 
requires the most careful reading, and, with volume II, will 
serve for a year's work in a first course. It should be much 
more satisfactory where used by upper classmen than by 
freshmen and sophomores. The former have a fairly good 
knowledge of social and economic institutions and may be 
expected to work through the earlier chapters, which do not 
make a strong appeal to the " beginner "; the latter should 
have more concrete and descriptive material. It is not likely 
to appeal to those students in engineering and other profes- 
sional schools who are enrolling in the first course in economics 
in increasing numbers. 

H. A. Millis. 

University of Kansas. 



